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Specific exemption.
exemption to which each transferee is entitled with respect to all property
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living by the income tax. Use of a death tax
results in a more balanced revenue system, as
opposed to increasing another existing tax (sales,
income, corporate, excises) by a comparable amount.
An inheritance tax takes into account the circumstances
of the recipient, rather than those of the decedent, which is
opposite to that of an estate tax.
Under the inheritance
tax those beneficiaries closest in kin to the decedent pay
the least amount in death taxes. This is consistent with a
long policy tradition of "family protection" in California
death taxation.

Inheritance taxation also treats two similar beneficiaries, each of whom receives an identical inheritance, in the
same way, while under an estate tax, similar beneficiaries'
tax burden would vary based on the size of the overall
estate from which their inheritance was derived.
Finally, the inheritance tax goes farther in promoting
redistribution of wealth. By not taxing small inheritances
(regardless of the size of the estate itself}, the inheritance tax favors the breaking up of estates into smaller
pieces than does the federal estate tax which, except for
spouses and orphans, does not consider who inherits the
estate or how much they inherit.
Evolution of the Law
California first levied the inheritance tax in 1893,
and the gift tax in 1939. A detailed history of the evolution of both taxes may be found in Chapter 2.5 of Title 18
of the California Administrative Code (pages 657-669, and
700.151-700.155). Major law changes in recent years have
been as follows:
•

In 1975, under AB 343 (Kapiloff), Chapter 942, the
deceased spouse's one-half interest in community
property passing to the surviving spouse subject
to tax for the first time since 1961.* Prior
to January 1, 1976, such community property was
exempt from tax, but thereafter, there was no
distinction made between community, quasi-community and separate property for inheritance tax
purposes. As a trade-off, the specific exemption
for spouses was raised from $5,000 to $60,000.

•

In 1977, AB 302 (Assembly Revenue and Taxation
Committee) ,Chapter 1079, brought conformity to
three of the major tax policy changes of ·the 1976

*Prior to 1961, where the husband was the decedent, his
one-half interest in community property was taxable to the
surviving wife, and the surviving wife had a $24,000 exemption.
Community property passing to a surviving husband,
however, was not subject to the tax.
6
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Table l below shows the actual and projected inheritance and gift tax revenues from 1970-71 to 1980-81, before
AB 2092.
TABLE l
INHERITANCE AND GIFT TAX COLLECTIONS 1970-71 TO 1980-81
(in millions)
Fiscal Year
1970-71
1971-72
1972-73
1973-74
1974-75
1975-76
1976-77
1977-78
1978-79
1979-80
19 80-81

Inheritance Tax
Revenue
%Change
$173.8*
200.4*
238.7*
214.3
226.7
299.4#
303.4
351.7
402.2
475.9
530.0"

13.9%
15.3
19.1
-10.2
5.8
32.1
1.3
15.9
14.4
18.3
ll. 4

*

Gift Tax
%Change
Revenue
$12.1
18.0+
21.5
16.6
15.4
16.5
63.5**
13.4
14.7
16.0
17.0"

7.8%
48.7
19.0
-22.4
- 7.0
6.3
385.5
-78.9
9.7
8.8
6.25

Effective December 8, 1971, new legislation accelerated
the delinquency date for inheritance tax payments from
two years after the date of death to nine months.
In
addition, the 5% discount provision for payment of
inheritance tax within six months after the date of
death was repealed.
+Law amended, effective January l, 1972, to require
filing of quarterly gift tax returns rather than
annual returns
led on or before April 15 of year
following the year in which gifts were made.
#As of January 1, 1976, the interest rate for all delinquent inheritance taxes was increased from 6% to
12% per annum.
applied to prior delinquencies
on which interest had been accruing at 6% as well as
delinquencies occurring after that date. The extraordinarily large percentage increase in revenue from
the prior year was due to accelerated payments resulting from the
crease in the interest rate on delinquent tax.
** Federal Tax Reform Act of 1976 made substantial changes
in federal estate and gift tax laws, effective
January l, 1977, resulting in large vollli~e of gifts,
also subject to state gift tax, made prior to January l, 1977. Thus, California bene ted from taxpayer
actions taken as a result of the federal law.
" Department of Finance estimates.
Source:

State Controller
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AB 2092 when fully effective will reduce inheritance
tax revenues by about 27 percent below what they would
otherwise have been.
effect on ~ilt tax revenues is
significant but
Since the 1n eritance tax is not
due until 9 months after the date of death, there is virtually no projected e
the 6 months of 1980-81
during which AB 2092 will be in effect. Table 2 below
shows the estimated revenue reduction by AB 2092 from the
levels of collection which it is estimated would have
occurred in the absence of AB 2092.
TABLE 2
INHERITANCE TAX REDUCTIONS BY AB 2092
ions)

•

1980-81
Pre-AB 2092
Estimated
Collections

1982-83

$530

$610

$700

1

-117

-173

9

$493

$527

AB 2092
Net

1981-82

$
Source

of Finance
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Island is the only state to levy both
ce tax)
All but Nevada also levy a
being the sole form of death tax
explanation of the
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is imposed in 13 states.
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Nevada, the only state now with no death tax of any
kind, is prohibited from even levying a pick-up tax by its
Constitution.
In 1979, however, the Nevada legislature
approved a proposed amendment to the state constitution
to authorize a pick-up tax. The Nevada constitution requires
the amendment to be approved again by the 1981 legislature
before being submitted to the electorate.
In the last four years, 6 states (Arizona, Colorado,
North Dakota, Utah, Vermont and Virginia) repealed their
inheritance or estate tax (all but Colorado were the estate
form) and kept only a pick-up tax.
Oregon switched from a
combination estate-inheritance to an estate only, but that
tax is scheduled to phase out by 1987 to a pick-up tax only.
The states of Mississippi, South Dakota and West Virginia
added pick-up taxes.
TABLE 3
STATE DEATH AND GIFT TAXES:
STATE

INHERITANCE

ESTATE

Alabama
Alaska
Arizona
Arkansas

GIFT

X
X
X

california

X

X

X

X
X

X

X

X

X

X
X

Hawaii

X

X

X
X
X

X

X

X

X
X

X

X

Idaho

Illinois
Indiana
Iowa
Kansas
Kentucky
Louisiana
Maine
Maryland
Massachusetts
Michigan
Minnesota
Mississippi
Missouri
Montana
Nebraska
Nevada

X

X

X

X
X

X

X
X

X
X

New Jersey

X

PPnn«v1v""'"

X
X

D.C.

X

X

X

X
X
X
X

X

X

X

X
X
X

X
X
X
X
X
X

X

X

X

Vermont
Virginia
Washington
West Virginia
Wisconsin
Wyoming

X

X

X

X

Rhode
South Carolina
South Dakota
Tennessee
Texas
Utah

X

X
X
X

New Mexico
New York
North Carolina
North Dakota
Ohio
Oklahoma
Oregon

X
X
X
X
X

X
X
X

X

New Hampshire

Oregon:

PICK-UP
X

Colorado
Connecticut
Delaware
Florida
Georgia

!/

1980

X

X

X

X

X

X

X

X

X
X

X

X

X

The estate and gift tax will be phased out by 1987.

Source:

Federation of Tax Administrators,
Tax Administrators News, June 1980
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NALINCOME

1976·1977

.=..:==

REDUCTION FOR CALIFORNIA

.:::....== EFFECTIVE..!!! 1976-77

Pre-1/1/81
Law

S2.38
S2.14
$1.95
S1.95
S1.92
S1.89

suss
SUJ7

Post12/31/80 Law
(AB 2092)

$2.40

$2.80

1 chart from california Tax Study.
Jamison. Security Pacific Bank

CALIFORNIA'S INHERITANCE AND GIFT TAX
COMPUTATION AND ADMINISTRATION

Basic Steps
There are basically 4 steps to computing the inheritance tax for a given beneficiary:
1.

Determine the "market value" of (a) all transfers
to the bene
which are subject to the inheritance tax plus (b) the date-of-gift value
of all net
fetime
not otherwise subject
to the inheritance tax made after 1976 by the
decedent to that
ciary.

2.

Subtract
market

3.

Apply a "tentative tax" from the appropriate
rate s
(
class of benefici
less applicable

4.

Subtract
amount of
to gifts
lifetime
The di
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le deductions, to obtain "clear
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ly paid with respect
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The various aspects
lined in greater de
1
is shown on pages 21-22

inheritance tax are outa sample computation
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estate tax and the California inheritance tax provide
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case of federal law) or
tance tax (in the case of
California law) and
ft
With unification under
California law, gifts
by the decedent after 1976 during his or her lifetime are aggregated with transfers subject to the inhe tance tax for the purpose of determining
the tax rates that
11 apply to the transfers subject
to the inheritance tax.
lifetime gifts do not, themselves, generate an inhe
tax. They do, however,
consume the exemption (
,
r federal law) and
the lower tax brackets.
net effect is to place transfers subject to the
tance tax in a higher tax rate
bracket in those cases where the decedent, during lifetime
after 1976, made gifts
ect to
ft tax.
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Armed Services. There is an exemption applicable to
transferees who are dependents of servicemen who die as a
result of service-connected disease or injury suffered
in U.S. military service in World War II or the Vietnam War.
Public Pensions. Death benefit payments and return
of employees' contributions made under a public pension
or retirement system to a named beneficiary or to the
estate of a deceased employee are not subject to tax.
There is no comparable Federal provision.
(Federal law
provides an exemption for retirement benefits, including
annuities, under certain types of private qualified retirement plans for employees and self-employed individuals.)
Marital Exclusion. For decedents dying before January 1, 1981, property in an amount equal to one-half the
value of the total estate is excluded if transferred to a
spouse.* For example, assume a $1 million estate with
$500,000 going to the spouse and $500,000 going to other
beneficiaries.
In such a case the exclusion is the full
amount received by the spouse (one-half of the total estate)
and not one-half of the amount which the spouse receives
(i.e., $250,000).
As noted previously, AB 2092 provides that for decedents
dying on or after January 1, 1981, no property transferred
to the spouse of the decedent is subject to tax, except
that the value of any property of the decedent over which
the spouse has a "limited power of appointment" does remain
subject to tax. This is in effect a 100 percent marital
exclusion.
(Federal law provides an alternative approach to treatment of spouses, called a "marital deduction", which attempts
to equalize the federal estate tax treatment of residents
of community property states and non-community property
states.
In general, the principle of the deduction is that
the greater of $250,000 or one-half of the "adjusted gross
estate" is exempt from taxation to the extent that it is
transferred to the surviving spouse.
If no property is transferred to the surviving spouse, there is no marital deduction.)
(In a community property state such as California,
however, the "adjusted gross estate" for purposes of federal
tax is basically the normal adjusted gross estate, minus the
decedent's community property interests. A minimum exemption
is still allowed, but not the entire $250,000, as this
minimum is also reduced by the decedent's share of the community property.)
*Pr1or to 1976, community property inherited by the spouse was
excluded from tax, as was one-half of any quasi-community
property, while property up to one-half the value of separate property was exempt.
The exemption came off the lower
tax rate brackets while the exclusion came off the top.
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nonfamily members or converts it to nonqualified use dur~ng
the 15 years following the death, there is a recapture of
the tax.
Deductions
The inheritance tax is based on the "clear market value"
of the property, which is market value less various deductions.
A deduction may not be taken unless the debt, obligation, or expense actually reduces the amount of the inheritance or transfer.
It is not necessary that the amount to
be deducted be physically paid at the time of deduction,
but it must be an obligation of the decedent or his estate,
and subsequently paid by the estate or the transferee.
State
tax deductions generally conform closely to Federal law, and
are as follows:
(1) bona fide, legally enforceable debts of the
decedent;
(2)

reasonable expenses of funeral (given station in
life of decedent and community custom) and of
the decedent's last illness if unpaid at death;

(3)

state and local taxes which at date of death are
a lien on property inherited;

(4)

expenses of administering the estate, including
that of attorney's fees, executor or administrator commission, and the inheritance tax referee
fees.

(5)

casualty losses to property which occur after
decedent's death and before either the date of
order fixing the tax, or a year after death,
whichever is earlier.

Exemptions
Exemptions are distinguished from deductions in that
they are a part of the tax computation itself. The statutes
provide that exemptions have the effect of exhausting a part
of the lower tax brackets, thus throwing the balance of the
property's clear market value into higher brackets. They
differ from exclusions, which come off the top brackets
first.
There is only one true "exemption", and that is the
specific exemption.
(The statutes refer to special treatment accorded charities,
intangible property and others as "exemptions", but since
they have a tax effect of exclusions, these provisions were
addressed in that earlier.section.)
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TABLE 5
LEVEL OF SPECIFIC EXEMPTION
CLASS OF BENEFICIARY

Estates thru
12/31/80

Spouses

$ 60,000

Estates after
12/31/80
0*

Minor Child
12,000

$ 40,000

5,000

20,000

5,000+

10,000+

2,000

10,000

300

3,000

(includes adopted)

A

Adult Child (18 and over),
Grandchild, Parent,
Grandparent
(by blood
or adoption)
Mutually Acknowledged
Child
Decendent of Mutually
Acknowledged Child
Orphan Under Age 18
Brother, Sister
(excludes brothers or
sisters-in-law)

B

Nephew or Niece
(by blood or adoption)
Wife or vlidow of Son,
Husband or Widower of
Daughter

Strangers in Blood

c

Relationships Not
Specified Above
(e.g.' in-laws, aunt
or uncle, cousins)

*

There is no longer any specific exemption for spouses,
however, this has been replaced by a total exclusion
for spouses, as described on pages 16 to 17,

+ Through 12/31/80 the exemption is $5,000 times the number of
years the orphan is under the age of 21, for a range of $20,000
if the orphan is 17 to $105,000 if the orphan is newly born.
Under AB 2092 the $5,000 multiplier is doubled. (Federal law is
still $5,000, and applies to orphans under age 21, rather than
18, the age of majority in California.)
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Year of Death
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81
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TABLE 6
Class of Bene

$

25,00
50,000
100,000
200 000
300,000

$ 25,000
50 000
to 100,000
to 200,000
to 300,000
to 400,000
over 400,000

3%
4
6
8

10
12
14

6

10
14
16
1
20
2
24

Sample Computation.
The
1
s the
process of determining the "tentative"
" tax.
This examp
is not necessarily sound estate plann
but
s
all the various
s
For
the sake of simplicity, assume a parent has assets valued
at $200,000 and
s to leave all of the
to one
adult child
This parent chooses to
gift
of $100,000 in a single year (
a subsequent
bequest at death (during 1985)
$100,000.
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To simplify this illustration, normal inheritance tax
deductions applicable are not included. The computations
(which reflect the law under AB 2092) are as follows:
TABLE 7

GIFT TAX
$100,000
-3,000
97,000
-20,000
$ 77,000

3,970

gross gift
annual gift tax exemption
net taxable gift
specific exemption
taxable amount, commencing at the primary or "bottom" rates
(NOTE: $3,000
annual exemption is subtracted off the
"top" rate; the specific exemption is
subtracted from the "bottom" rate)
Gift Tax, computed as follows:
$5,000 @ 3%; $25,000 @ 4%; and
$47,000 @ 6%.

INHERITANCE TAX
$100,000
+97,000
197,000
-20,000

clear market value of bequest
prior net gift
specific exemption

$177,000

amount subject to "tentative tax"
(NOTE:
specific exemptions is
subtracted from the "bottom"
rate)

$. 11,910

"Tentative Tax", computed as follows:
$5,000 @ 3%; $25,000 @ 4%; $50,000 @ 6%;
and $97,000@ 8%.

-3,970
$

7,940

Tax on Prior Net Gift
INHERITANCE TAX
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a state to enact
are not al

revenue
ment, as the
liabili
maximum,

le
tax
same
" tax or not,

TABLE 8
STATE DEATH TAX CREDIT
Estates of Decedents Dying After 1976

Taxable Estate
After Deducting
$60,000 ("adjusted
taxable estate")
From

$

Credit == Col.A amount + Col. B
% of amount by which "adjusted
taxable estate" exceeds amount
in Col. C

To
0
90,000
140,000
240,000
440,000

(A)

$

90,000
140,000
240,000
440,000
640,000

$

0
400
1,200
3,600
10,000

(B)

(C)

. 8%
1.6
2.4
3.2
4.0

$

40,000
90,000
140,000
240,000
440,000

640,000
840,000
1,040,000
1,540,000
2,040,000

840,000
1,040,000
1,540,000
2,040,000
2,540,000

18,000
27,600
38,800
70,800
106,800

4.8
5.6
6.4
7.2
8.0

640,000
840,000
1,040,000
1,540,000
2,040,000

2,540,000
3,040,000
4,040,000
5,040,000
6,040,000

3,040,000
3,540,000
5,040,000
6,040,000
7,040,000

146,800
190,800
290,800
402,800
522,800

8.8
9.6
11.2
12.0
12.8

2,540,000
3,040,000
4,040,000
5,040,000
6,040,000

7,040,000
8,040,000
9,040,000
10,040,000

8,040,000
9,040,000
10,040,000
and over

650,800
786,800
930,800
1,082,800

13.6
14.4
15.2
16.0

7,040,000
8,040,000
9,040,000
10,040,000
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but i
vision,
revenue

take advantage
state that rece

federal
amount of
tance tax
is actually
of inance study
of estates is
tax

no
revenues.
payers
have a
re
I

pickcontinue
state

passage of AB
to the
ere
and
generate some
pick-up tax
, this has no
on the taxthe state will not
does mean
comparable to the amount of tax
the federal credit.
the existance
inheritance tax was eliminated, but the
fornia would
the tax was re
the inheritance tax
about 20 percent
, as each estate
otherwise be col
pick-up tax equal to the maximum allowable
t.

No revenue has
Federal law is quite
for adminis
IRS.

discus
" tax,
. e. ,
lowable federal
(GST) taxes
same as
ly, dis
been col
lex and centrothe tax have not

tax is to
t death taxes from
extended periods of
by use of
the benefit of success
generations
In order to close off
s possibi ty, the
Federal
impose a tax each time the interest or
power of
generation terminates.
Thus, the
tax may
though no death has actually occurred.
The gene
transfer tax requires a separate
return,
by adding property back to the
aggregate
transfers of a "deemed transferor", who
is a member
generation skipped (usually a beneficiary
of the trus
tax is imposed as though the deemed
transferor
owned the property and
the transfer which
tax, although in fact the deemed transferor
gives rise
no case
wi
at most have had an interest in the property and
have owned it and made such a transfer.
will
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Administration of the Inheritance Tax
The inheritance tax law is administered generally by
the State Control r,
itance and Gift
Tax Division
Control
a panel of independent
"inheritance tax re rees
least one per county) . The
probate court appoints one
tance tax referee for each
particular estate from
panel.
re are no California
inheritance tax returns, per se. The state tax is not a
self-assessing tax. The
the decedent must
file various forms with
tax referee who is
assigned to their case by the
court having jurisdiction, and the referee makes
s report to that court.
Ordinarily, the tax is dete
by
court in the course
of the probate adminis
the estate.
(By contrast, the federal estate tax is a self-assessing
tax. A tax return, list1ng all property and its value in
which the tax is computed, is filed with the Internal Revenue
Service. The return is subject to subsequent audit during
which the values may be revised or the computation adjusted.)
Inheritance Tax Referee. The inheritance tax referee
appointed by the court appraises all non-cash assets at their
date of death market value and reports to the court the
clear market value of the
rty trans
to each beneficiary and the amount
inheritance tax due. The referee
must file his report
60
r rece
of the
necessary information.
In 1980,
were
ly 170 referees under
appointment. A fee is levied against the estate to reimburse
referees for the cost of their se
may conduct
hearings and exe
e the powers
of the superior
court.
The Courts. Upon receipt of the referee's report, the
clerk of the court posts a copy
the notice and sends a
copy to the Controller and to e
person liable for tax
stemming from that estate. The Probate Division of the
court usually performs these functions.
If there are no
objections to the report, the court then makes its Order
Fixing Inheritance Tax
the amount reported by the referee.
However, an interested party objecting to a tax determination in the referee's report has a remedy
the court.
Upon a hearing the court will issue the final order. Burden
of proof is on the objecting party to prove the referee's
report incorrect.
State Controller. The Controller has broad powers to
bring su1t for collection of inheritance taxes. The tax is
a lien on the property included in the transfer upon which
the tax is imposed. There is no statute of limitations
relative to inheritance tax collections (Federal law is
3 years).
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for payment of the tax and interest.
to AB 2092,
deferment could be made upon a showing
"undue hardship"
a provision that was used relative
frequently.
The
AB 2092 test of "reasonable cause" is a
standard.)
Re
le cause
fical
situation of a taxpayer
all
a decedent's works of art, if that art
ere
the decedent
exceeds 35 percent of the
gross estate
or 50
percent of the taxable estate.
Farms and Closely-Held Businesses.
January 1,
1981, AB 2092 provides for deferred payment of taxes
closely-held businesses (including farms) over 10 or 15
years after the date tax would
ly
due
p able,
in substantial conformity with federal law.
•

To qualify for the 10 year provision, property
must exceed 35 percent of market value of
cedent's
estate or 50 percent of clear-market value (after
deductions).
Payments may be made in up to 10
equal, annual installments.
Interest runs at the
lower
12 percent or an
amount (initial
11 percent, revised every 2 years to 90 percent
of prime rate) .

•

To quali
for the
must exceed 65 pe
decedent's estate.
are interest only same rate
"princ~pal" (tax owed) may
equal, annual installments
the remaining interest.

th

Certain Dwellings.
Under ce
rcumstances
recipient of a dwelling owned and occup
the
cedent
at death may pay the tax attributab
to
dwelling
5 annual installments at 7 percent interest.
option
applies only-for estates of less than $500,000
which
home constitutes at least 75 percent of the estate.
tionally, the heir must occupy the home at the time of the
decedent's death and must annually declare
or
r intent
to maintain the home as a principal res
Open-Space Lands. A transferee who receives open-space
land and receives insufficient liquid assets to pay the tax
may offer such land to the State in payment of the tax.
Contingent and conditional transfers. Where a contingency of some kind exists, it may be imposs le to dete
who will be the ultimate beneficiaries and what the value
of each beneficiary's interest will be.
In these cases,
the law provides for the tax to be computed at the highest
rate possible, given the potential beneficiaries; and the tax
may thereafter be modified in accordance with the occurrence
of the contingency. For example, if there are two possible
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beneficiaries, a brother and a friend, the tax is computed
on the assumption the friend will receive the benefit,
regardless of the actual probability of that eventual outcome. If the brother ultimately receives the property,
tax would be much lower due to the pre rential rates and
exemptions, and, upon petition, the tax may be modified to
the lower amount.
Thus, where the tax on a contingency is
computed at the highest rate possible, the final tax determination may be postponed for many years.

•

However, the law further provides that the Controller
may enter into an agreement to compromise the amount of tax
due where the ultimate distribution is subject to a contingency or condition. Normally, the tax of a contingency
computed pursuant to a compromise agreement between the
Controller and the executor, administrator or trustee, and
the matter is thereby finalized.
Where the taxation of a contingent interest is not
finalized by a compromise agreement, the payment of the tax
computed on a high contingency may be deferred until the
contingency actually occurs. A bond is posted in the amount
of the tax computed at the high contingency plus the
terest
which will accrue during the period payment is postponed.
Upon the occurrence of the contingency, the court, upon
petition, will modify the order fixing inheritance tax to
the amount due in accordance with the occurrence of the
contingency. A payment may be made in an amount less
the tax computed on the high contingency,
which case
the bond is the difference between the high contingency
the payment made;
interest will accrue on only the
difference between the amount of tax ultimately determined
upon the occurrence of the contingency and the payment made.
The Gift Tax
The gift tax has been mentioned only briefly thus far 1
and largely in connection with the computation of the
inheritance tax.
It's revenue effect pales by comparison
to the inheritance tax.
The chief purpose of a gift tax
is to provide a tax on lifetime transfers comparable to
inheritance or estate tax on transfers at death, so as to
prevent evasion of the death tax.
However, as noted in
Table 3, only 13 of the 49 states levying a death tax have
chosen to levy a complementing gift tax.
The provisions of the gift tax basically mirror those
of the inheritance tax. The exemptions and rates are the
same, except that the gift tax has one additional exemption--a
$3,000 annual exemption per donee for g1fts from any given
donor.
Spouses are exempt from the gift tax, as they are
from the inheritance tax, under AB 2092.
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The gift tax is computed on the market value of the
property at the date of gift. Separate computations are
made with respect to each donee. The tax is actually
figured initially on the sum of all current gifts and
previous gifts on which tax was paid. Then the actual
tax paid on previous gifts is subtracted, leaving the tax
attributable to gifts in the current calendar quarter.
Thus, the effect over time is to push calculations into the
higher rate brackets.
Returns are filed by the donor with the Controller for
each calendar quarter in which a taxable gift (i.e., a gift
in an amount greater than the annual exclusion) is made.
The returns are due by the 15th of the second month following
that quarter, and filing extensions of up to 6 months are
permitted upon request. Legally, both donor and donee are
liable for the tax, but it is the donor who has primary
responsibility to file and pay. Penalty for late filing is
5 percent of the tax; penalty for fraudulent evasion is 25
percent. Interest accrues on late payments at a rate of 12
percent per annum.
Interest on refunds for overpayments
based on taxpayer error is predicted on the "Federal Reserve
rate", not to exceed 7 percent, and if based on the state's
error, is set at 12 percent.
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APPENDIX I
INHERITANCE TAX STUDY, 1978-79

This study was prepared by the Department of Finance
with the assistance of the Inheritance and Gift Tax Division
of the State Controller.
The study is based on a stratified
sample of returns approved during the 1978-79 fiscal year.
The universe, sample size, and expansion factor by estate
size are as follows:
Total Estate
Size
Less than
$ 50,000 $200,000 $500,000 $1 million

$50,000
$199,999
$499,999
$999,999
and over

Number
In Universe

Number in
Sam12le

Expansion
Factor

13,822
211320
9,012
1,838
748
46,540

54
139
139
362
618
1,419

255.963
153.382
36.636
5.078
1.211

Estates used in the survey were limited to those of
persons deceased after January 1, 1976. This is because
of the major law changes that went into effect at that time
which changed the values of exclusions and exemptions. These
figures do not reflect AB 2092, which does not become e
ctive until January 1, 1981.
The effective tax rate for each beneficiary classi cation within estate size was derived by dividing the total
tax assessed each beneficiary by the total inheritance
received by each.
Table 1 contains summary information for all estates.
Table 2 shows specific data with regard to types-of property,
exclusions, and taxes paid by surviving s12ouses. Finally,
Tables 3 through 6 contain information on the value of inheritance, exemptions, and taxes for all other beneficiary
types.
(NOTE: As used in these tables, "tax" refers to the
tax assessed in 1978-79, not the tax actually collected in
that fJ.scal year. Therefore, the total "tax" shown of
$336.8 million is less than the $402.2 million actually
received. Some difference is also attributable to projectJ.ons made on the available sample of estates.)
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lAIII..t I

EST!MATEO VALUE IT TOTAL ESTATE, CASH, SlOIJ<, BOI'{)S, 0Tf£R PERSONAL PROPERTY,
111<0 REAL PROPERTY 1 BY TOTAL ESTATE SIZE

All Estates
r
Personal
Pr2eert:i:

Real
Pr<;2ertl

$49,144,128

$130.060' 686

Total Estate Size

Total Estate

cash

Stock

Bonds

Less than $50,000

$387,210,072

$168' 326' 386

$27,845,191

$10,493,715

$ 50,000 - $199,999

2,509,965,350

799,985,621

433,115,501

76,826,436

182,450, 348

997' 210,337

$200,000 - $499,999

2, 773,735,237

577.676,209

545. 694' 929

169,216,357

268' 988,997

1,165,596,848

$:500,000 - $999,999

1,234,631,122

209' 402' 926

324' 513,586

103,374,736

147.776,424

436,823,866

$1 Million and over

1,475,958,217

134,991,325

553,801, 659

209' 960, 460

161,496,311

409' 323,972

$6,381,499,999

$1,890,382,548

$1,884,971,065

$569,893,727

$809,856,206

$3,139,015,709

Excluded
Insurance

Exc us10n
Exef!lltion
Total

Amount of

$794,765

$16,601,248

$76,749,320

$15, BBO, 712

TOTAL

~lie

Private
Retirement

Total Estate Size

Total

Retirement

Less than $50,000

$387,210,072

$547,249

$ 50,000 - $199,999

2,509,965,350

3,465, 973

16,900,1!32

86,120,161

502,079.424

69,347' 225

$200,000 - $499,999

2, 773,735,237

270,850

46,285,338

68,658,468

405,977.858

96,018,089

$500,000 - $999,999

1, 234,631,122

344,522

12,395,322

17,682,231

78,005,099

59,665,170

$1 Million and over

1,475,958,217

28,683

6,335,400

7,761,539

31,263,066

~429

$8,381,499,999

$4,657,277

$82,719,657

$196,843,647

$1,096,074,767

$336. 627. 676

TOTAL
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Tax

TABLE 2

ESTIMATED Nl.M8ER !f", TOTAL lllt£RITAN:E RECEivED BY,
TOTAL EXCLUSIONS Ate EXEiof'lJONS CLAII£0 BY, ANO TOTAL lAX LEVIED
ON !:WVlVIN:> SPOUSE BY TOTAL ESTATE SIZE

Surviving Spouse
Total
Inher itarce

COOIIlJillt y

bsl-

Pr~rtx

COimlUnitx

$ 50,000 - $199,999

$BOO, 703,756

$768,048,574

$12,377,621

$20, 277. 408

$200. 000 - $499. 999

1,389,243,921

1,201,884,185

21,882,61D

165,477.712

$500,000 - $999,999

496. 790, 243

387,261,226

18,837,141

90,672,079

Total Estate Size

separate
Pr£Eertl

Less than $50,000

•

$1 ell lion and over
TOTAL

Total Estate Size

471,172,867

320,788,761

8,127,120

1421257 1 009

$3,161,628,300

$2,681,920,260

$61,224,492

$416,684.207

XC USlon
Exen{ltlon
Total

Colllll.Jnity
Exclusion

as1COIIIll.JO i t y
Exclusion

Insurarce
Exclusion

Martial
Exclusion

.

Other
Exclusions

Specific
Exe~tion

Less than $50,000
$ 50,000 - $199,999

$701,092.881

$369,873,647

0

$6,076,688

$36. 709. £166

0

$325,142,546

$200,000 - $499,999

1, 009.004. 246

554,132,640

$13,270,842

96,772,899

54,474,474

$1,504,677

343,323,188

l500,000 - $999,999

320,736,077

191,671,601

10,197,699

59,762,841

14,372,939

0

58,905,588

$1 111ll1on and over

340,415,309

195,646,766

6,583,264

116,272, 588

5,995,683

0

19,912,768

2,375,168,027

1, 315,442,389

30,052,004

260,885,016

111, 552' 164

1,504,677

747,284,110

lOTAL

Total
tunber

Total
Inheritance

$ 50,000 - $199.999

6, 749

$800,703,756

S200, 000 - $4 99, 999

5,972

1,369,243,921

$500,000 - $999,999

1,107

496,790,243

320,738,077

14,676,654

$1 million and over

~

471,172,867

340,415,309

13,684,396

14,522

$3,161,828,300

$2,375,168,027

$60,053,906

Total Estate Size

Total Exclusions
and Exeaptions

Total Tax

$701,092,881

$5,681,883

Less than $50,000

•

TOTAL

26,010,975

•Insufficient Saql1e slle, however, included in total.
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TIIBLE 3
ESTIMATED NIJ.4BER OF MINORO CLASS A 8ENEF'ICIARIES AND H£ ESTIMATED
VALUE OF MINCJR 1 i iAL lNHERITAi'tE, EXEW'TION TOTAL,
TOTAL TAX, EFFECTIVE TAX RATE, AI'D REVENUE LOSS
DUE TO THEIR EXEMPTIONS BY TOTAL ESTATE SIZE

s

_ _ _ _ _ _ _ _ _ _ _ _ _ _ _ __...::C:.::-'.::.••::!.:·s~l'. Mmor 13e.=n:::ec:.f!:ic~i~a.!.n!:e::.::s~-----------Total Estate Size

l'tlmber

Total
Inheritance

Exent>t ion
Total

Less than $50, OCXl

Total Tax

Effective
Tax Rate

*

$50,000 - $199,999

460

$20,168,046

$3,374,404

$591,748

.0293

$200,000 - $499,0CXJ

110

3,203,672

1,555,931

27,953

.0(187

S500,0CXJ - $999,999

30

3,172,656

365,616

138,622

.0438

Sl million and over

.J2

2,686,319

146,910

275,747

~

873

$32,743,823

$6,514,417

$1,041,438

.0318

TOT A.

TABLE 4

ESTIMATED Nl.MBER OF OTHER CLASS A BENEFICIARIES AI'D Tf£ ESTIMATED VALUE OF OTHER
CLASS A INHERIT/Wi, EXEMPTIONS, TOTAL TAX, EFFECTIVE TAX RATE, ArlO
REVENUE LOSS DUE TO THEIR EXEMPTIONS BY TOTAL E.STfiTE SIZE

Class
Total Estate Size

I'Onber

Total

Total Tax

Effective
Tax Rate

$150,901,449

$58,932,665

$3,196,258

34,818

970,635,631

145,821,191

34,254,496

.0353

11,321

673' 867' 596

49,625,955

35,041,163

.0520

3,458

358,267,614

14,519,739

24,404,939

.0681

1,902

511,1137,131

8,612,926

so,eo5 1 759

~

63,765

$2,664,879,821

$277,512,476

$147' 704' 616

.0554

Less than $50,000

12,286

$50,000 - $199,999
$200,000 - $499,999
$500,000 - $999,999

Sl million and over
TOTAL

A Adult BenP.flc;.anes

Ex~tion

Total
Inheritance

.0212

•Insufficient sample size, however, included in total.
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TABLE 5
ESTIMATED Nl.IEER OF' CLASS B BENEF"ICIARI~t AND ESTIMATED VALUE OF' CLASS B
IN<ERITAN:E, EXEMPTJOi'6, TOTAL TAX, EFI'~TJVE TAX RATE, AND REVEI'l!E LOSS
DUE TO THEIR EXEMPTIONS BY TOTAL ESTATE SIZE

C ass
Total Estate Size

i'i.Jnber

Less than $50,000

8,191

Total
Inher1 tance

Exemption
Total

Total Tax

Effective
Tax Rate

$71,169,488

$12, 696,021

$3,872,208

.0544

$50,000 - $199,999

16,565

263,329,752

24,341,571

18,803,560

.0714

$200,000 - $499,999

4,873

190,280,212

9,128,153

19,507.792

.1025

$500,000 - $999,999

1,935

114.348,289

3,567,102

13,002,321

.1137

Sl million and over

1,073

112, 208, 386

1,988,918

15,775,260

~

32,636

$751,336,127

$51,721,764

$70,961,140

.0944

TOTAL

TABLE 6
ESTIMATED NLMBER OF' CLASS C BENEFICIARIES AND ESTIMATED VALUE OF' CLASS C
INHERITAN:E, EXEMPTIONS, TOTAl TAX, EFFECTIVE TAX RATE, AND REVEJVE LOSS
DUE TO THEIR EXEMPTIONS BY TOTAL ESTATE SIZE

C ass C
Total Estate Size

t-I.Jmber of
Class C

Total
lnheri tance

Exe~tion

Total

Total Tax

Effective
Tax Rate

Less than $50, 000

7,167

$87.973,970

$2,150,089

$8,600,101

.0978

$50,000 - $199,999

12,117

88,121,029

3,399, 712

10,005,722

.1135

$200,000 - $A99,999

6,191

124,747,014

1,978,271

15,260,470

.12~3

$500, 000 - $999. 999

1,884

50,653,919

596,264

7' 079, 306

.1398

$1 million and over
TOT A..

1,904

90,274,602

577.288

14,768,670

.1636

29,263

$441,770,534

$8,701,623

$55,714,268

.1261
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APPENDIX II
INDEX OF AB 2092 PROVISIONS
Subject
Artists:
of tax

Code Sec.
deferred payment

Closely-Held Businesses
--deferred payment of tax
--special use valuation
County Treasurers: Elimination
of inheritance tax functions

Deferred Payment
--artists
--farms/closely-held businesses
--10 year deferral
--15 year deferral
--reasonable cause
--undue hardship
Exemptions
--Class A beneficiaries,
orphans
--Class B beneficiaries
--Class

c

beneficiaries

Farms
--deferred payment of tax
--special use valuation
Inheritance Tax Referees:
funding for compensation
transferred from county to
state
36

(a)

Chan9:e

Bill

No.

14180

New

18

14181
14182
13311.5

New
New
New

18
25

13314
14104
14128
14141
14142
14143
14144
14774
14791
14792
14793
14794
14795
14798

Repealed
Amended
Amended
Repealed
Repealed
Repealed
Repealed
Amended
Repealed
Repealed
Repealed
Repealed
Repealed
Repealed

15
17
17
17
17
17
17
32
32
32
33
33
33
33

14180

New

18

14181
14182
14180
14143.5

New
New
New
Amended

18
25
18
17

13801
15421
13802
15422
13803
15423

Amended
Amended
Amended
Amended
Amended
Amended

16
33
16
34
16
34

14181
14182
13311.5

New
New
New

18
25
6

14774
14902

Amended
Amended

32
33

6

(b)

Subject

Code Sec. (a) Change

Interest Rates

14211

Limited Power

Appointment

Probate: estates allowed to
be distributed before inheritance taxes are paid

13805
15310
657*
1001*
1004*
1024*
1174*

Bill Pg.No.
30

Amended
Amended

16
33

Amended
Amended
Amended
Amended
Amended

3
4

Safe Deposit Boxes: repeal
of inspection requirement

14342
14343
14344
14345
14346
14347

Repealed
Repealed
Repealed
Amended
Repealed
Amended

Special Use Valuation

13 311. 5

New

Spouses
--total marital exclusion

13805
15310
--repeal of specific
13801
exemption
15421
--repeal of obsolete sections 13551
13552.5
13554
13554.5
13555
13556
13556.5
13557
15104.5
15301
15301.5
15303.5

Amended
Amended
Amended
Amended
Repealed
Repealed
Repealed
Repealed
Repealed
Repealed
Repealed
Repealed
Repealed
Repealed
Repealed
Repealed

(a)Code Sections are all Revenue and Taxation Code
except (*) which are Probate Code.
(b)Page numbers conform to enrolled bill version which
appears in Appendix III.
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•

and shall apply in the
taxes with respect to the
occurring on and after
Appropriation: yes.

102·1, and 1174
Sections 13311, 13801,
14143.5, 142H, 14345,
and 15423 of. to add Sec14902 to, and to
13554, 13554.5,
14142, 14143, 14144,
14792, 14793, 14794,
Sections 15104.5, 15301,
and Taxation Code,
ma.kmtg an appropriation therelevy.

The people of the State of
SECTION l. -Section
amended to read:
657. (a) Upon the
Section 650, the court
inheritance tax referee who shall
described in the petition in the same manner ""''v""'"'
Section 605 and file an inheritance tax
certification that no tax is due with the
Upon the filing of the
tax
the court
shall enter an order fixing the inheritance tax in the same
manner and subject to all other
law
to the administration of the estate of a decedent which
not subject to the
of this article.
an inheritance tax report and the
of
the inheritance tax under this article shall not limit
filing of additional reports and
of additional
orders fixing the inheritance tax as to any other n r r........ rr
of the deceased spouse
rise to
inheritance tax liability.
(b) The petitioner shall furnish the
copy of the petition and all other ne•ces;sar
and documentation as may be
referee to prepare the inheritance tax
certification that no tax i~ due with
property described in the
Within 60
the receipt of the
and
documentation by the
as may be evidenced
an affidavit which is filed in the pn:>e~~edlil
petitioner and served by mail on the
shall make the appraisal and file the inheritance tax
report or the certification that no tax is due with the clerk
of the court If the referee docs not
with the
provisions of this subdivision, the court may issue
orders which may be necessary lo effect compliance.

a
of an inheritance tax
estate passing to
of a
each
with the tax rates varying in accordance
with the amount received by each such beneficiary and
in accordance with such beneficiary's relationship to the
decedent. Under
procedures have been
established for
payment of such
taxes.
This
would revise
procedures, and would
generally
all
transferred to a spouse
taxes, and would increase the
from inheritance and
existing amounts
are exemet from these taxes.
The
of the Probate Code prohibit an
order or
distributing an estate unless all
inheritance taxes have been paid or unless the State
Controller has consented to the distribution.
This bill would repeal those provisions in the Probate
Code prohibiting distribution unless the inheritance
taxes have been
This bill
appropriate $400,000 to the Controller
for the purpose of administering the act.
This bill would take effect immediately as a tax levy
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Proba~e

is

Code is
is made, all
the estate

''"""''"li'"lo:. claims

been paid or
or otherwise, but
dosed and
to whom
the est'ate
,.,..,~•rln~·~b with Article 2
'-'"'"IJ'"'" 8 of Division
the court for
to distribute a
the estate to the person or persons entitled
thereto. Such
need not include an accounting,
provided that when the
seeks authority to
distribute to a trustee the
shall include an
accounting unless the trustee coments to
distribution
without an
The total amount of the property
distributed under this section
not exceed 50 percent
of the net value of the estate. The
shall set the
petition for
the court and
notice thereof

C.ode is

SEC. 2. Section
l
Code is amended to read:
1331 L "Market
to property
included in
means the market value of the
property as
the transferor's
whether
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ae,ce(1er1t was (at the time

his or her
United States, and
application of this
tax imposed by this part,
the value of qualified real
the use under which it
(b), as qualified re~l
for

value of qualified
of this
paragraph
not exceed five
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a

the
been periods
which~

the properly
was no material

2092

or

I

average
the basis of the five
before the date of th<'
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is the equivalent of
a pecuniary
( 10) If the
his or her surviving spouse at
any time
as community
property, the interest
spouse in such
property
be
this section to
the extent
under this sed ion
with respect to
is consistent with the
result which would
under this section if
such property had not been community property.
( ll) · If the qualified heir
written application lo
the Controller for determination of the maximum
amount
additional tax which may be imposed by
subdivision (c) with respect to the qualified heir's
interest, the Controller (as soon as possible, and in any
event
one year after the making of such
application)
notify the heir of
maximum
amount The
heir, on furnishing a bond in such
amount and
period as may be required, shall be
discharged from personal liability for any additional tax
imposed by subdivision (c) and shall be entitled to a
receipt or writing showing
discharge.
(f) If qualified real property is disposed of or ceases to
be used for a qualified
then-( l) The statutory
for the assessment of any
additional tax
c) attributable to such
disposition or cessation
not expire before the
expiration of three years from
date the Controller is
notified (in such manner as the Controller may by
regulations prescribe) of such disposition or cessation (or
if later in the case of an involuntary conversion to which
an election under subdivision {h) applies, three years
from the date the Controller is notified of the
replacement of the converted
or of an intention
not to replace); and
be assessed before th~?
( 2) Such additional tax may
notwithstanding the
expiration
law which ;ould
provisions of any other
or rule
such assessment
conversion of
rules for
real property are as follows:

(A) shall not
there is no comparable
gross cash rental
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property"
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Section 13556
13556.5

other than the power itself, given to the spouse of the
decedent in such property is not subject to this part.
SEC. 15.2. Section 14104 ofthe Revenue and Taxation
Code is
to read:
14104.
by
part shall be paid to
the Controller
payable to the State
Treasurer.
SEC. 15.3. Section 14128 of the Revenue and Taxation
Code is amended to read:
14128. Within 30 days after the date of the deduction
or collection of a tax by him or her, the executor,
administrator, or trustee shall pay the tax to the
Controller by remittance payable to the State Treasu~er.
SEC 15.4. Section 14141 of the Revenue and Taxation
Code is repealed.
SEC 15.5. Section 14142 of the Revenue and Taxation
Code is repealed.
SEC. 16. Section 14143 of the Revenue and Taxation
Code is repealed.
SEC 16.5. Section 14143.5 of the Revenue and
Taxation Code is amended to read:
14143.5. If the Controller finds that payment of any
tax imposed by this part would result in undue hardship
to the estate he may enter into a written agreement for
payment of' the tax
the executor, administrator,
trustee or transferee
for its
upon such
terms and conditions as the
in his discretion
may provide, and provided that the Controller finds th~t
payment of the tax plus interest due thereon IS
adequately secured.
. .
Undue hardship shall include, but not be hm1te.d to, lhe
hardship resulting from the payment of taxes Imposed
pursuant to the provisions of this part on class A or class
B beneficiaries on a qualified family property, and shall
include the inability to secure a loan against such
qualified property at a rate. of. interest at the rate
specified in subdivision (b) of Scchon 1421.1 or les.s or the
necessity for selling an interest in a fam1ly busmess to
unrelated persons.
SEC. 16.7. Section 14144 of the Revenue and Taxation
Code is repeall:'d.

Revenue and Taxation
Revenue and Taxation
Revenue

is
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Taxation

n~1~:11e;rt

Revenue and Taxation
SEC. 11.
13801 of
Code is amended to read:
13801. (a)
market value of forty
thousand dollars (
to a minor child of
the decedent is
the tax imposed by this part.
(b)
dear market value of an amount
equal to ten
dollars ( $10,000) multiplied by the
excess
21 over the age (in years) of a child of the
decedent who is
the age of 18 at the date of death
of the decedent, provided the decedent does not have a
surviving spouse
that
child, immediately after
the death of the decedent, has no known parent, is
exempt from the tax imposed
this part.
(c) Property
the dear market value of twenty
thousand dollars ( $20,000) transferred to any other class
A transferee, other than the spouse of the decedent, is
exempt from the tax imposed by this part
SEC 12. Section 13802 of the Revenue and Taxation
Code is amended to read:
13802.
of the clear market value of ten
thousand
transferred to any class B
transferee is .,,.c;u,,.~,
tax imposed by this part.
SEC. 13. Section 13803 of
Revenue and Taxation
Code is amended to read: :
1380.'1 Property of the dear market value of three
thousand dollars ( $3,000) transferred to any class C
transferee is exempt from the tax imposed by this part.
SEC. 15. Section 13805 of the Revenue and Taxation
Code is amended to read:
··
13805. None of the property transferred to the spouse
of the decedent is subject to this part, except that if a
limited power of appointment over any portion or all u!
the decedent's property is given to the spouse of the
decedent, the value of such property is subject to this
part; provided, however, that
value of any interest,
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such tax) as(reduced by the credits
amount, bears to
( A) The closely held
(B) The amount
the dear market value of the
estate.
( 3) If an
is made under paragraph ( 1), the
first installment shall be
or before the date
selected by the executor
is not more than five
years after the date
Section 14103, and each
succeeding installment shaH be
on or before the date
which is one year after
prescribed by this
paragraph for payment of the preceding installment.
( 4) No election may be made under this section by the
executor of
estate of any decedent if an election
under Section 14182 applies with respect to the estate of
such decedent.
(b)
For
this section, "interest in a
closely
means any
the following:
(A) An interest as a
in a trade or business
carried on as a "'"'~n•·iotnrc'h
(B) An interest as a
in a partnership carrying
on a trade or
either of the following applies:
( i) Twenty
or more of the total capital interest
in such partnership is
in determining the
market value of the estate of the decedent.
( ii) Such partnership had 15 or fewer partners.
(C) Stock in a
carrying on a trade or
business if either of
applies:
( i) Twenty percent or more
value of the voting
stock of such corporation is included in determining the
market value of the estate of the decedent.
( ii) Such corporation had
or fewer shareholders.
( 2) For purposes of paragraph ( 1}:
(A) Determinations shall be made as of the time
immediately before the decedent's death.
(B) Stock or a
interest which( i) Is community property of a husband and wife (or
the income
which is comm.unitv income), or
( ii) Is held
a hu~band :md wife~ as jaint ten:m~s or
tenants in common, sh:::l! be treated as owned by one
shareholder or one partner, as the case may be.
(C) Properly owned,
or indirectly, by or for a

to the Revenue and
rea~onable cause,
that
of the
secured, extend
time
of the amount determined as the
or any part of any installment
14181 or 14182
a reasonable
10 years from the date prescribed
of the tax or, in the case of
an
amount ,..,,,,.,..,..-~ to in this section, if later,
not beyond the
which
after the 'due date
for ti'le last installment.
For
section, "reasonable cause"
inclt1des
a taxpayer who is a
beneficiary some
of
decedent's works of art,
if
decedent is an artist
if
value of an interest
in works in art created
such
artist which is
included in
gross estate of a decedent
artist exceeds:
(a) Thirty-five percent the value of the gross estate
of such decedent artist, or
(b) Fifty
taxable estate of such
decedent
For purposes of this
"works of art" are
defined
of subdivision (a) of
Section
an individual who creates
such
SEC 18. Section 14181 is added to the Revenue and
Taxation Code, to read:
·
14181. (a) ( 1) If the
an interest in a closely
held business which is included in determining the
market value the estate of a decedent who was (at the
date of his or her
a citizen or resident of the
United States
65 percent of the clear market
value of the estate, the executor may elect to pay part or
all of the tax imposed by this part in two or more (but not
exceeding 10) equal installments.
. ( 2) The maximum amount of tax which may be paid in
mstallments
this subdivision shall be an amount
which bears the same ratio to the tax imposed by this part
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the
the

de<~edent

( 3) For
requirement of
paragraph l)
subdivision
,
interest in a closely
held business which is the busint:ss of farming includes an
interest
and related
occupied on a
farm or by
for purposes

of rules
with intent to evade tax.
(f) If the time for n<nH1H'fl
been extended under
( I) Interest

of tax has
14211 on any

to the first
Section 14103 shall

the term
stock" means
at the
time of the
there was no market on a
stock exchange or in an over-the-eounter market
( c} For purposes of
section, interests in two or
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as a part of, each

money and other

to
subdivision (e)
applies which is assessed
the close of the 5-year
period referred to in
( l), interest attributable
to such 5-year
interest assigned under
paragraph ( 2) to any
the
for payment of
which has arrived on or before the date of the assessment
of the deficiency,
paid upon notice and demand
from the Controller.
( 4) If the executor
selected a period shorter than
five years under paragraph ( 3) of subdivision (a), such
shorter period shall be substituted for five years in
paragraphs ( 1),
, and ( 3) of this subdivision.

only if, on or before the
of subdivision (a) for
which becomes due
the distribution (or, if earlier, on or
which is one year after the date of the
distribution),
is paid an amount of the tax imposed
by this part not less than the amount of money and other
property distributed.
(C) Subparagraph (A) ( i) does not apply to an
exchange of stoek pursuant to a plan of reorganization
described in subpara.graph (D), (E), or (F) of Section
368( a) ( 1) of the Internal Revenue Code nor to an
exchange to which Section 355 of the Internal Revenue
Code (or so much of Section 356 of the Internal Revenue
Code as relates to Section 355) applies; but any stock
received in
an exchange shall be treated for
purposes of subparagraph (A) ( i) as an interest qualifying
under paragraph ( 1) of subdivision (a).
(D) Subparagraph (A) ( i) does not apply to a transfer
of property of the decedent to a person entitied by reason
of the decedent's death to receive such property under
the decedent's wilL the applicable law of descent and
distribution, or a trust created
the decedent.
( 2) (A) If an election is made under this section and
the estate has undistributed ~et income for any taxable
year ending on or after the due date for the first
on or before the date
installment, the. executor
prescribed by law for filing the income tax return for such
taxable year (including extensions thereof), pay an
amount equal to such undistributed net income in
liquidation of the unpaid portion of the tax payable in
installments.
(B) For purposes of subparagraph (A), the
undistributed net income of the estate for any taxable
year is the amotmt by which the distributable net income
of the estate for such taxable year (as defined in Section
643 of the Internal Revenue Code) exceeds the sum of all
of the following:
·
( i) The amounts for such taxable year specified in

be paid annually at
installment payment
( 3) In the case a

( 3)

(g) ( 1) (A)
( i) One-third or more in value of an interest in a

closely held business

qualifies under paragraph

( 1) of subdivision (a) is distributed, sold, exchanged, or

otherwise disposed of, or
( ii) Aggregate withdrawals of money and other
property from the trade or business, an interest in
which qualifies under paragraph ( l) of subdivision (a),
made with respect to such interest, equal or exceed
one-third of the value of such trade or business,
then the extension
time for payment of tax provided
in subdivision
shall cease to apply, and any unpaid
portion
the tax payable in installments shall be paid
upon notice and demand from the Controller.
(B) In the case of a distribution in redemption of stock
to which Section 300 of the Internal Revenue Code (or so
much of Section 304 of the Internal Revenue Code as
relates to Section 300) applies( i) Subparagraph (A) ( i) does not apply with
respect to the stock redeemed; and for purposes of such
subparagraph the interest in the closely held business
shall be considered to be such interest reduced by the
value of the stock redeemed, and
{ ii) Subparagraph (A) ( ii) does not apply ··with
respect to withdrawal:; of money and other property
distributed; and for purposes of such subparagraph the
value of the trade or business shall be considered to be

48

2092

AB 2092

(
interest)
( 3)

If

business
is
value of the estate
his death) a citizen
""'"•"""''"'"' either-

or before
(including
installment),
installments shall
the
(h) ( 1) If( A) A
part is
assessed,
The estate
under paragraph ( 1) of
a),
(C) The executor has not
an election under
subdivision a),
the

tax.
( 2) An
shaH be made
not later than 60
notice and demand
by the Controiler
the payment of the deficiency, and
shall be
in such manner as the Controller shall by
regulations
( 3) if an
this subdivision, the
deficiency shall
limitation provided by
paragraph 2)
(a))
prorated to the
installments
been due if an clee:tiou
had been
""''""c•nn (a).
The·
t."'"'"'£'" so prorated to any
installment the date
payment
which would hnve

value of the

a
carrying
applies:
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installment the date for
be paid upon notice
subdivision shall
to negligence, to
or to fraud

money and other
an interest in
a), made with
exceed 50 percent of
uu.:>~u<o"'"· or
of an interest in
qualifies under
sold, exchanged, or

(e) If an
a), the
first
or before
date
prescribed
·-~~-•·v• n,,.,,..,.,.,n. of the tax, and
each su(:ceediin2 .,.,,,,.,.. ,.,"'"'
paid on or before
the date
date prescribed by
this subdivision
of the preceding
installment
(f) If an CIC•CUCII'l
any part of
and a
(subject to the
prorated to
so prorated to
which has not
as, and as a

of tax provided
any unpaid portion
""'"""·""'"'"' shall be paid upon
notice
the Controller.
(B) In
case of a distribution in redemption of stock
to which Section 303 of the Internal Revenue Code (or so
much of Section 304 of the Internal Revenue Code as
relates to Section
(i)
•hn',,,,o,<rr<•nh
i) does not apply with
money and other property
nnrnr><:f'~
such subparagraph the
shall be considered to be
the amount of money and other
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paragraphs ( 1) and ( 2) of Section 661( a) of the Internal
Revenue Code (relating to deduction for distributions,
etc.).
( ii) The amount of California and federal income taxes
imposed for the taxable year on the estate.
(iii) The amount of the tax imposed by this part
(including interest) paid by the executor during the
taxable year (other than any amount paid pursuant to this
paragraph).
( iv) The amount of federal estate tax (including
interest) paid by the executor during the taxable year.
( 3) If any installment under this section is not paid on
or before the date fixed for its payment by this section
(including any extension of time for the payment of such
installment) , the unpaid portion of the tax payable in
installments shaH be paid upon notice and demand from
the Controller.
(i) ( 1) If( A) A deficiency in the tax imposed by this part is
assessed after the date of the enactment of this section,
and
(B) The estate qualifies under paragraph ( l) or ( 2)
of subdivision (a) ,
the executor may elect to pay the deficiency in
installments. This subdivision shall not apply if the
deficiency is due to negligence, to intentional disregard
of rules and regulations, or to fraud with intent to evade
tax.
( 2) An election under this subdivision shaH be
not later than 60 days after the issuance of notice and
demand by the Controller for the payment of the
deficiency.
( 3) If an election is made under this subdivision, the
deficiency shall (subject to the limitation provided
subdivision (b)) be prorated to the installments
would have be'en due if an election had been timely made
under this section at the time the estate tax return was
filed.
The part of the deficiency so prorated to any
installment the date for payment of which would have
arrived shall be paid at the time of the making of the

( ii) Subparagraph (A) ( ii) does not apply with
respect to the stock redeemed; and for purposes of such
subparagraph the interest in the closely held business
shall be considered to be such interest reduced by the
value of the stock redeemed.
This subparagraph shall apply only if, on or before the
date prescribed by subdivision (e) for payment of the
first installment which becomes due after the date of the
distribution, there is paid an amount of the tax imposed
by this part not less than the amount of money and other
proQerty distributed.
(C) Subparagraph (A)( ii) does not apply to an
exchange of stock pursuant to a plan of reorganization
described in subparagraph (D), (E), or (F) of Section
3138( a) ( 1) of the Internal Revenue Code nor to an
exchange to which Section 355 of the Internal Revenue
Code (or so much of Section 356 of the Internal Revenue
Code as relates to Section 355) applies; but any stock
received in such an exchange shall be treated for
purposes of such subparagraph as an interest qualifying
under subdivision (a) .
(D) Subparagraph (A) { ii) does not apply to a transfer
of property of the decedent by the executor to a person
entitled to receive such property under the decedent's
will or under the applicable law of descent and
distribution.
( 2) (A) If an election is made under this section and
the estate has undistributed net income for any taxable
year after its fourth taxable year, the executor .shall, on or
before the date prescribed by law for filing the income
tax return for such taxable year (including extensions
thereof), pay an amount equal to such undistributed net
income in liquidation of the unpaid portion of the tax
payable in installments.
(B) For purposes of subparagraph (A), the
undi~tributed net income of the estate for any taxable
year l5 the amount by which the distributable net income
of the estate for such taxable year (as defined in Section
643 of the Internal Revenue Code) exceeds the sum of all
of the following:
•.
( i) The amounts for such taxable year specified in
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I

election
the
deficiency so
payment of
at the time such
an election had been
(j) The Controller shall ~-.~~~-•lh.~
regulations as
may be necessary to the
of this section.
SEC. 20. Section ll42ll
the Revenue and Taxation
Code is amended to read:
14211.
The hn does not bear interest if it is paid
prior to
date on
it otherwise becomes
delinquent. However, if it is
date it bears
interest at the rate of I2
annum from the date
it
delinquent
or, in the ca.Se
tax being
to Section
1414~15,
at
adjusted rate of
interest provided in subdivision (
of this section or at
12 percent per annum,
is lower, until the date
prescribed for payment
such installment, and
thereafter at the rate
12
per annum.
(b) The initial adjusted rate of interest shaH be ll
percent per annum.
shaH establish an
adjusted rate of interest for the
this section not
later than October 15
rate charged by banks (
average predominate rate
to large businesses, as
Governors of the Federal
September of that
rounded
percent, is at least a
than the adjusted rate of
Any such adjusted rate of interest
adjusted prime rate
nearest full percent,
February l of the
adjustment provided for under
be made prior to the
the date of any
subdivision which
SEC. 2l. Section
is repealed
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. SEC. 22. Section 14343
the Revenue and Taxation
Code is
SEC. 23.
14344
the Revenue and Taxation
Code is repealed.
SEC. 24. Section 14345
the Revenue and Taxation
Code is amended to
14345. No trust
corporation, bank, other
institution, or person
possession, control, custody,
partial control, or partial custody of any securities,
deposits, or other property, including shares of the capital
stock of or other interest in any such organization or
institution, belonging to or standing in the name of a
decedent, whether resident or nonresident, shall deliver
or transfer any such property to or upon the order or
request of any executor of the will, administrator of the
estate, legatee or heir of the decedent; nor deliver or
transfer any such property to or upon the order of any
agent, deputy, attorney, trustee or successor in interest of
the decedent after receipt of actual notice of the death of
the decedent; nor deliver or transfer any securities or
other property, including any shares of the capital stock
or other interest in any such organization or institution,
standing in the
names of the decedent and one or
more other persons, to or
the order or request of
such other person or
receipt actual notice
of the death of the
and no bank or other
institution
deposit standing in the
joint names of a
any other person or
persons or standing in the name of the decedent subject
to the right of any other
or
to draw upon
or withdraw the same
pay or
such deposit to
or upon the order
such other person or persons after
receipt of actual notice
the death of the decedent by
the officer or manager in
of the office or branch
of such bank or other institution at which such deposit is
carried or by the
thereof who pays or delivers
said deposit:
(a) Without
a sufficient portion or amount of
the property to pay any tax and interest which may
thereafter be assessed pursuant lo this part: and
(b) Without first giving notice of the time and place of
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Code is repealed.
..
·
SEC. 30. Section 14793 of the Revenue and Taxation
O>de is repealed
·
. ..
SEC. 31. Section 14794 of the Revenue and Taxation
.·
O>de is repealed.
SEC. 32. Section 14795 of the Revenue and Taxation
Code is repealed.
.
SEC. 33. Section 14798 of the Revenue and TaY.atlon
•
O>de is repealed.
SEC. 34. Section 14902 of the Revenue and Taxation
O>de is amended to read:
..
14902. The money in the Inheritance Tax Fund is
hereby appropriated as follows:
(a) To pay the refunds authorized by this part and by
Part 9.5 ( comme.ncing with Section 16700) of thiS
division.
(b) To pay the compensation and expenses of the
referee referred to in Section 1477 4.
(c) The balance of the money in the fund shall, on
order of the Controller, be transferred to the State
General Fund.
.
SEC. 35. Section 15104.5 of the Revenue and Taxation
O>de is repealed.
SEC. 37. Sec1ion 15301 of the Revenue and Taxation
O>de is repealed.
SEC. 38. Section 15301.5 of the Revenue and Taxation
O>de is repealed.
SEC. 39. Section 15303.5 of the Revenue and Taxation
O>de is repealed.
SEC. 40. SectiOn 15310 of the Revenue and Taxation
O>de is amended to read:
15310. In the case of a transfer to either spouse by the
other, none of the property transferred is subject to this
part, except that if a limited ~wer of apP?in~ment over
any portion or all of the donors property IS g1ven to the
donor's spouse, the value of such property is subject to
this part; provided, however,' that .the value of any
interest, other than the power itself, gtven to the donors
spouse in such property is nol subject to this part
SEC. 41. Section 1~21 of the Revenue and Taxation
Code is amended to read:

the delivery or transfer to the Controller and county
treasurer at least 10 days prior to the delivery or transfer.
The Controller, or any person authorized in writing by
the C".ont~oller, .may consent in writing w the delivery or
transfer, m whtch event compliance with this section is
not required.
Th~ Controller or his or her authorized agent may
exam me any property specified in this ;lection at the time
of its delivery or at any other time.
SEC. 25. Section 14346 of the Revenue and Taxation
Code is repealed.
SEC. 26. Section 14347 of the Revenue and Taxation
Code is amended to read:
. 1~34~. Any trust company, corporation, bank, other
msttt.u~ton, or . pers.on required to comply with the
proviSions of th1s article but failing to do so is liable to the
state for the amount of any tax, interest or penalty due
and payable under this part on the transfer of the
property involved, if solely by reason of such transfer or
payment the state is unable to recover the same.
The liabilities imposed by this section may be enforced
by the Controller in an action brought in any court of
competent jurisdiction.
SEC. 27. Section 14714 of the Revenue and Taxation
Code is amended to read:
14774. For the services performed by him or her
pu~suant to this part, the inheritance tax referee shall be
pa1d out of the Inheritance Tax Fund:
(a)
reasonable compensation as the Controller
shall
. ( ~)
actual and necessary traveling and other
mctdental expenses, including fees paid to witnesses
subpoenaed by him or her, as the Controller shall allow.
No payment shall be made unless the claim for
payment is first approved by the Controller.
Any payment under this section is in addition to any
other payment to the referee pursuant to Section 609 of
the Probate axle.
SEC. 28. Section 14791 of the Revenue and Taxation
Code is repealed.
SEC. 29. Section 14792 of the Revenue and Taxation
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15421. Property of the dear market value of forty
thousand dollars ( $40,000) transferred to a minor child of
the donor, and of twenty thouS<lmd dollars ( $20,000)
transferred to any other class A donee, other than the
spouse of the donor, is exempt from the tax imposed by
this part.
SEC 42. Section 15422 of the Revenue and Taxation
Code is amended to read:
15422. Property of the clear market value of ten
thousand dollars ( $10,000) tramferred to any class B
donee is exempt from the tax imposed by this part.
SEC 43. Section 15423 of the Revenue and Taxation
Code is amended to read:
15423. Property of the clear market value of three·
thousand dollars ( $3,000) transferred to any class C donee
is exempt from the tax imposed by this part.
SEC 45. The sum of four hundred thousand dollars
( $400,000) is hereby appropriated to the Controller for
the purpose of administering this act.
SEC 46. This act provides for a tax levy within the
meaning of Article IV of the Constitution and shall go into
immediate effect. However, the provisions of this act
with respect to the computation of inheritance taxes shall
apply only to the estates of decedents dying on and after
January 1, 1981, and with respect to the computation of
gift taxes, shall apply only to gifts made on and after
January 1, 1981. AU other provisions of this act relating to
probate procedure and tax administration and collection,
shall apply to all estates, effective January l, 1981.
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